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SUBJECT: FINMIN ON NEW ECONOMIC MEASURES; FOREIGN EXCHANGE 
SITUATION 

1 . DURING CONVERSATION WITH AMBASSADOR AUGUST 11, WITH CENTRAL 
BANK GOVERNOR SILVA LOPES ALSO PRESENT, FINANCE MINISTER MEDINA 
CARREIRA SAID GOP WILL ANNOUNCE NEW AUSTERITY MEASURES 
BEFORE END OF THIS MONTH. FINMIN DID NOT SPECIFY NATURE OF 
MEASURES, BUT IMPLIED THEY WOULD BE QUITE RESTRICTIVE AND 
COULD EVEN LEAD TO STAGNATION OF MODEST GNP RECOVERY WHICH 
PORTUGUESE ECONOMY HAS BEEN EXPERIENCING OVER LAST FEW 
FMONTHS. HE NOTED PARENTHETICALLY THAT SOARES HAD CHASTISED 
FOR HIS PUBLIC DENIAL OF PRESS REPORTS ON DEVALUATION. 

2. BANK GOVERNOR SILVA LOPES SAID GOP'S DESIRE IS TO 
INSTITUTE MEASURES THAT WOULD HELP TURN PORTUGAL'S BALANCE 
OF PAYMENTS SITUATION AROUND WITHOUT SERIOUSLY COMPROMISING 
GROWTH PROSPECTS. HOWEVER, IMF IS SO FAR, AND PERHAPS 
CANNOT HELP BEING, INSENSITIVE TO PORTUGAL’S PARTICULAR 
PROBLEM OF BALANCING NEED FOR GROWTH WITH ATTAINMENT OF 
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EXTERNAL BALANCE; IMF HAS BEEN FOCUSING ON POLICIES 
AT MACRO LEVEL WHICH COMPROMISE GOP'S ABILITY TO TACKLE 
OTHER GRAVE PROBLEMS, E.G., UNEMPLOYMENT. SILVA LOPES SAID 
FURTHER THAT IT IS GOP'S INTENTION TO HAVE IMF TEAM RETURN 
TO LISBON PRIOR TO BEGINNING OF ANNUAL MEETING OF WORLD BANK 
GROUP IN ORDER TO COMPARE NOTES IN PREPARATION FOR SECOND 
TRANCHE NEGOTIATIONS. GOP HOPES TO INITIATE NEGOTIATIONS 
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WITH IMF IN WASHINGTON WHILE PORTUGUESE DEL IS THERE FOR 
WORLD BANK MEETING; AND CONCLUDE THEM IN LISBON BY 
EARLY OCTOBER. AMBASSADOR REMINDED SILVA LOPES OF USG 
CONDITIONS FOR DISBURSEMENT OF US SHARE OF DOLS. 750 MILLION LOAN, 
HIGHLIGHTING NEED FOR GOP TO ENGAGE IMF IN SECOND TRANCHE 
NEGOTIATIONS. 

3. STATUS OF FOREIGN EXCHANGE RESERVES: SILVA LOPES SAID 
FOREIGN EXCHANGE ON HAND NOW (AUGUST 11) TOTALS ABOUT DOLS. 

1 10 MILLION, WITH ACCESS TO ANOTHER DOLS. 60 MILLION, PRE- 
SUMABLY REMAINING AMOUNT FROM BIS LOAN. HE SAID PRESS 
SPECULATION ABOUT ESCUDO DEVALUATION HAS APPARENTLY STIFLED 
ANTICIPATED IMPROVEMENT IN FOREIGN EXCHANGE RECEIPTS. ON 
AUGUST 10 ALONE BANK OF PORTUGAL LOST DOLS. 10 MILLION 

IN RESERVES. HOWEVER, BANK HAS BEEN SUCCESSFUL IN ROLLING 
OVER SOME CREDITS MATURING IN AUGUST AND SEPTEMBER, RAISING 
HOPES THAT PORTUGAL MAY WEATHER FOREIGN EXCHANGE CRISIS 
THROUGH END OF SEPTEMBER. HE ALSO CONFIRMED THAT DOLS. 30 
MILLION LOAN FROM MANUFACTURERS HANOVER TRUST IS IN THE WORKS 
(SEE LISBON 6184). 

4. COMMENT: MEDINA CARREIRA AND SILVA LOPES ARE, OF 
COURSE, THE FOREMOST ADVOCATES OF ADDITIONAL MEASURES, 
INCLUDING DEVALUATION, WITHIN GOP. IN A SIDE CONVERSATION 
MEDINA CARREIRA ASSURED SILVA LOPES THATTHOSE WHO HAD 
OPPOSED NEW MEASURES (PRESUMABLY SOUSA GOMES) HAD SUB- 
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STANTIALLY MODIFIED THEIR ATTITUDE (LISBON 6073). IT IS NOT 
CLEAR FROM THIS CONVERSATION (INDEED, IT MAY NOT YET BE DECIDED) 
HOW FAR-REACHING THE PACKAGE WILL BE, BUT MEDINA CARREIRA USE 
EXTRA EMPHASIS IN SAYING IT WOULD BE TOUGH. THEIR CONCERN 
ABOUT ITS EFFECTS ON DEVELOPMENT, HOWEVER, IS GENUINE. AFTER 
HAVING EXPENDED CONSIDERABLE POLITICAL CAPITAL IN GETTING 
THROUGH THE ASSEMBLY A SERIES OF MEASURES DESIGNED TO PROMOTE 
ECONOMIC RECOVERY THE GOP IS QUITE NATURALLY WORRIED 
THAT THE IMF-FOR REASONS WHICH ARE UNRELATED TO PORTUGAL AND 
WHICH MEDINA CARREIRA AND SILVA LOPES AS TECNICIANS 
UNDERSTAND-WILL SAY THAT NO MATTER HOW MUCH THE GOP DOES 
IT IS NOT SUFFICIENT. THEY INDICATED THEY HOPE TO ENLIST 
OUR SUPPORT IN PERSUADING THE IMF THAT THEY ARE BEING 
TOUGH BUT THAT THEY HAVE TO BALANCE COMPETING POLICY 
CONSIDERATIONS, AND THERE ARE ALSO POLITICALLY AND 
SOCIALLY IMPOSED LIMITS TO WHAT THEY CAN DO. 

CARLUCCI 
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